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Independent Auditors” Report

The Members of the Board of Education
Mstrict of Cobomba;

We have audited the accompanying Budgetary Comparison Schedule — Governmental Funds of the District
of Columbia Public Schools (DCPS), which represents a portion of the District of Columbia’s General
Fund and Federal and Private Resources Fund, for the year ended September 30, 2003, This schedule is the
responsibility of the DCPS’s management, Our responsibility 15 to express an opinion on this schedule
bazed on our audit

We conducted our audit in accordance with awditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the Budgetary Companson Schedule — Governmental Funds is free of material musstaternent. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
Budgetary Comparison Schedule — Governmental Funds. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall schedule
presentation. We believe that our audit provides a reasonable basis for our opinion.

As discussed in note 1, the schedule presents only the DUPS’s onginal budget, final badget and actual
revenues, expenditures, and other sources/uses, which is not a complete presentation of the [inancial
position or changes in financial position of the DCPS or the District of Columbia. Furthermaore, the
accompanying schedule presents only a portion of the Distnct of Columbia’s General Fund and Federal
and Private Resources Fund and it does not purport to, and docs not, present the financial position or
changes in financial position of the DCPS or the District of Columbia as of and for the year ended
September 30, 2003,

In our opinion, the Budgetary Comparison Schedule - Governmental Funds, presents fairly, in all material
respects, the original budget, final budget and actual revenues, expenditures, and other sourcesfuses of the
DCPS, which represents a portion of the District of Columbia’s General Fund and Federal and Private
Resources Fund, for the year ended Seplember 30, 2003, in conformity with accounting principles
generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the Budgetary Companson Schedule
Governmental Funds, The Schedule of Expenditures - Budget and Actual - Governmental Funds —
Orpanization is presented for purposes of additional analysis and is not part of the Budgetary Comparison
Sehedule — Governmental Fumds, The Schedule of Expenditures - Budget and Actual - Governmental
Funds — Orrpamization has been subjected to the auditing procedures applicd in the audit of the Budgetary
Comparison Schedule — Governmental Funds and, in our opinion, is fairly stated m all material respects in
relation to the Budgetary Comparison Schedule — Governmental Funds taken as a whole.

KPMme LoP

January 23, 2004
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DISTRICT OF COLUMBIA PUBLIC SCHOOLS
Motes 1o the Budgetary Comparnison Schedule - Governmental Funds

Fizcal ¥ear Ended Seplember 30, 20413
(Diiars im Thewsands)

Summary of Significant Accounting Policies

fia)

(b

Background

The mission of the Disinct of Columbia Pubhc Schools (DMCPS andfor the Schools) s to provide
comprehensive publicly supported education to students from pre-kindergarten through grade twelve.
Services include programs at the clementary, junior and senior high school levels, as well as special
education for handicapped students and career training opportunities for adults at career development
centers.

The Schools are an independent, but not legally separate, agency of the District of Columbia
iDiztrict) and are included in the District’s budgetary request to the United States Conpress
{Congress). The School budget is subject to approval by the Council of the Thstrict, and i3 subject to
congressional appropriation as part of the overall biadget appropriation for the Distnict for cach fiscal
period.

The accounting amd reporting policies followed by the Schools i the presentation of the Budgetary
Companson Schedule —Governmental Funds eonform to accounting principles generally accepted in
the United Staies of America (GAAP)L The following 15 a summary of the Schools” sipnificant
ageounting policies.

Financial Reporting Entiry

The Schools are considered an agency of the District’s reporting entity because it 15 not legally
separate, and the District kolds it's corporate powers. Hence, the significant portions of the School’s
revenue are received from the District, In fiscal year 2003, the Schools recerved appropnations from
the District representing nineteen percent {19%) of the District’s toial general fund revenve. Further,
he Schools are subject to the budgetary procedures followed by the District m ils annual request to
the 115, Congress. As an agency of the District, the financial position and results of operations of
the Schools are included in the Dhstrict’s basic financial statements.

The sccompanying schedule presents only the DCPS's ongmal budget, final budget, actual revenues,
expendiiures and other sources/uses. Therefore, the minimum combination of financial statements
requisite 1o qualify a report as the basic financial statements and which are necded for fair
presentation of an entity in conformity with GAAP are not presented. Furthermore, the
accompanying schedule presents only a portion of the Distnet of Columbia’s General Fund and
Federal and Private Resources Fund and is nod intended to present the financial position or changes
in financial position of the Schools or the District as a whole in conformity with GAAP.

Excluded from the accompanying schedules are:

. Depreciation on all capital assets used by the schools;

. Interest expense and related debt service costs on general obligation debt issued by the District
1o fumd schools capital improvernents program;, and

- Fancal operations of the Dhistrct of Columbia Pubhic Charter Schools.
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MSTRICT OF COLUMBIA PUBLIC SCHOOLS
Maotes (o the Budgetary Comparison Schedule — Governmental Funds

Fiseal Year Ended September 30, 20413
(Dotlars in Thousands)

Measurement Focus and Basiz of Accounting

Mensurement focus refers 1o what is being measured; basis of accounting refers 1o when revenues
and expendilures/expenses are recognized in the accounts and reported in the financial statement.

Thus, the accounting and financial reporting treatment applies to a fund or activity is detenmined by
+ s measurement focus.

T Measurement Focus

Al governmental funds are accounted for using a flow of current financial resources measurement
" focus and the modified acorual basis of accoumting.  With this measurement focus, generally, only
curreny assets and current labilities are included on the balance sheet. Operating statements of these

funds present mcreases (revenues and other financial sources) and decreases {expenditures and other
financing uses) in pet current pszels.

Rasis of Accounting

All governmental funds use the modified accrual basis of accounting. Under the modified acorual
basis of accounting, revenues are recognized when susceptible 1o accrual (that 15 when they become
both meazurable and available) “Measurable™ means the amount of the transaction can be
determined and “mvailable™ means collectible within the curent penod or soon enough thereafier o
be used to pay liabilities of the current period. A one-year availability period is used for revenue

+ recognition for all other povernmental fumd revenues. Expenditures are recorded when the related

fund hability is incurred. GASE Interpretation Mumber 6 (GASEI 6) requires that expenditures and
liakilities such as compensated absences, claims and judgments, and special termination benefits be
recorded in the povernmental fund statements only when they mature or become due for payment
within the period.

Intergovernmental revenues are amounts derived through agreements with other governments. In
general, these revenues are comprised of contributions and grants made by the Federal government

" to the District, Contributions are recognized as revenue when received. Generally, entitlements and

shared revenues are recognized as available. Reseurces anising from grants are usually subject to
certain eligibihty requirements; therefore, most grant revenues are recopnized as revenue only when
the conditions of the grants are met. Grant finds received before all eligiality requirements are met
are recorded as deferred revenue.

Local Revenes-2003

Local revenues represent an allocation of the District’s General Fund revenues that support the
operations of the Schools. The amount of allocation is limited, by the Appropnation Act, to only
amounts originally approved, subsequent supplemental appropriations, and reprogrammings

Compensated Absences

The School's policies allow employees 1o accumulate unused sick leave with no maximum
limitation. Pursuant to the Teacher's Union contract, unused sick leave may be paid out annually
ppon teacher request.  Vacation (annual) leave may be accumulated up te 240 hours. The Schools

4 [ ontimued )
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DISTRICT OF COLUMRBIA PUBLIC SCHOOLS
Motes to the Budgetary Comparison Schedule — Governmental Funds

Fiscal Year Ended September 30, 20003
{ Dollars in Thousands)

cecords vacation and teacher's sick leave as an expenditure in the schedule only to the extent that it
they mature or come due for payment.

'Clires and Sudgments

The Schools record claims and judgmems to the extent that they are 1o be funded from their
appropriations. The claims and judgments that are recorded by Schools consist of employee wage
suits, claims resulting from union negotiated contracts, special education suits, and adjustments of
federal awards, All other major judgments and claims are appropriated in another functional level of
the District budget. '

“Irterfund Activity

The effect of interfund activity has been eliminated from the schedule.

Indirect Costs

The District and the Schools do not allocate indirect costs to the functional kevels for budgetary and

actual purposes and those costs are pob included in the accompanying schedule.

Fringe Benefits

The fringe benefits for employees of the Distrct are budgeted and expended at the functional

tevel. Health, disability, workers compensation and retirement benefits associated with Schools’
emphoyees are included in the accompanying schedule.

" Repairs amnd Maintenance

Costs of repairs and maintenance 1o capital assets utihized by the Schools are budpeted and expended
at the Schools functional level and are included in the accompanying schedule. Costs of
improvements to capital assets are bodgeted and expended in the School Capital Froject Fand and

“are not included in the accompanying schedule.

Budgets ard Budgetary Control

The budgetary data for the Schools” Budgetary Comparison Schedule - Governmental Funds was a
component of the overall Diistrict budget request approved by the U.S. Congress, Although the
Board of Fducation developed a separate budget request, which was submitted o the Mayor o
support the Schools’ fiscal 2003 operational needs, the budget uliimately approved and included in
the accompanying schedule represents primarily an allocation from the District's final approved
budpet.

Frocess

About February | of cach year, the Mayor submils o the Council an all sources budget for the
pencral fund, for the fiscal year commencing the following October 1. The Council holds public
hearings and adopts the bodget through passage of a budgel request act. The Mayor may not foreard
amd the Council may not adopt any budget Tor which expenditores and other financing uses exceed
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DISTRICT OF COLUMBIA PUBLIC SCHOOLS
Netes 1o the Budgetary Comparison Schedule — Governmental Funds

Fiscal Year Ended September 30, 2003
{Dallars in Thousands)

vevenues and other financing sources. About June 1 of each year, the Mayor approves the adopted
budget and forwards it to the President of the United States for review. About June 15 of each year,
the President submits the reviewed budget to Congress, which conducts public hearings and cnacts
the budget and the authorized Federal payment n licu of taxes though passage of an appropriation
faroe.

_Appropriation Act

The legally adopted budget is the annital appropriation pablic law (Appropriation Act) enacted by
Congress and signed by the President.  The Appropristion Act authorizes expenditures at the
function level or by functional category, such as Public Safety and Justice, Human Supporl Services
or Public Education. Congress must enact a revision that aliers the total expenditures of any
function. The District may request a revision to the spproprated expenditure amounts o the
Appropriation Act by submitting o the President and Congress a request for a supplemental
appropriation.

Pursuant 1o the Reprogramming Policy. Act (D. C. Code 47-361), the District may reallocate budget
amounts within functions. The appropriated budget amounts in the Budgetary Comparson
Schedule-Governmental Funds inchude all approved reallocations. This schedule reflects budget to
actual compansons al the object level. Total appropriated actual expenditures and uses may ot
legally exceed total appropriated budgeted expenditures and uses for the Schools, which s at the

“function level for the District, An unfavorable expenditure variance in the budgetary stalement fora

function is a violation of the Anti-Deficiency Act (31 U.S.C. 1341). There was no violation for the
year cnded Seplember 30, 2003,

The Approprnation Act specilies expenditures and net surplus or deficit of revenues.  The
Appropriation Act does not specify revenue amounts. The legally adopted revenuve budget is based

primarily on the revenue cstimates submitted 1o the President and Congress as modified through

_ legislation. Local revenues include an allocation of a portion of these funds to the Schools.

(2) Retirement Plans

(a)

Teachers” Retirement Plan

The Teachers® Retirement Plan (D.C. Code 4-601, 11-1561, 11-1201) is a component of the

Distriet's Retirement Program, which is a single-employer defined benefit pension plan covering the

. Bchools’ teachers. Benefits are payable to employees at retirement or disability, amd refunds are

made upon death or termination prior to retirement.

Participants contribute seven percent (T%) of their salaries; the District and Federal governments
make eontributions based upon actuarially determined funding requirements. The Distriet’s did not
make a contribution to the Teachers’ Retirement Plan for the year ended September 30, 2003

Teachers whe retire at age 55 with 30 years of service, at 60 with 20 years, or at 62 with 5 years are

entitled to an annual annuity, payable menthly for life, equal to one and a half  percent (1.5%) of

their average salary for the highest consecutive 3 years for cach year of service up to 3 years,
1.75 percent for cach year over 5 years, and 2 percent for each year over 10 years, up (o 8 maximam
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DISTRICT OF COLUMBIA PURBLIC SCHOOLS
Maotes to the Budgetary Companson Schedule — Governmental Funds

Fiscal Year Ended September 30, 2003
{Diediars in Thousands)

of B0 percent excluding credit for unused sick leave. Benefils vest upon reaching 5 years of service
and increase after retrement based wpon inflation. Refunds are made if separation occurs belore 5
yvears of serce. . i

Addhtional information relating to this plan is available in Note 8 of the Distnct’s Comprehensive
Annual Financial Report (CAFR) for the year ended September 30, 2003,

Civil Service Retirement System

The Schools administrative and support employees hired belfore October 1, 1987, parbicipaie in the
United States Civil Service Retirement System (the System).  Employees and the District each
contribute seven percent (7%) of the employees’ salanics to the federal govemment, which
administers the plan. The federal government provides additional health care and life msurance
benefits 1o certain retired Schools’ administrative and support employees ender the Federal
Employees” Health Benefits Program and the Federal Employees” Group Life Insurance Program
with ne liability to the Schools.

Disirici Retirement Plan

Mon-teaching employees hired subsequent to September 30, 1987 participate v the District’s
Retirement Plan discussed below and the United States Social Security System.

The District Retirement Plan is a defined contribution plan (D.C. Code 1-627) with a qualified trust
under Intenal Revenue Code Section 401 for permanent full-time employees covered by the Social
Security System. The District contributes seven percent ($56) of base salaries each quarter on behalf
of employees, who are not required 1o make contributions. There are no non-cmployer contributions
under this plan.  The Schools” employees covered under this plan vest [ully after four years of
service, following a one-year waiting period. Coninbutions are reduced if separation oceurs before
five years of eredited service. Contributions are not assets of the District, which has no further
liakility to this plam.

Deferred Compensation Plan

Under the District-sponsored Deferred Compensation Plan established pursuant to Section 457 of the
Internal Revenue Code, the Schools’ non-educational employees may defer up to 511,000, if under
the age of fifty, and $12,000, if over the age of fifty in calendar year 2003. Compensation deferned
and income eamed are taxable when paid or made available 1o the participant or beneficiary upon
retirement, death, termination or unforeseeable emergency.

7 {Continued)



DISTRICT OF COLUMEBIA PUBLIC SCHOOLS
Notes 16 the Budgetary Comparison Schedule - Govemmental Funds

Fiscal Year Ended September 30, 2003
(Dhallirs in Thousarnds)

{3} Commitments and Contingencies

fa)

(B

fe)

{I}pﬂmﬁng Leases

The Schools lease office space from the District under an intra-distnct amangement. In addibon,
other lease expenditeres include equipment, buses and other vehicles. The total lease expenditure for
the year-ended September 30, 2003 was $16,981, Future minimem lease payments under the
operating leases at September 30, 2003 arc as forllovwrs:

Year N, Amounts

2004 4 11,747
2005 ' 6,566
2000 ! 5,977
2007 &, 088
2008 - 6,200

Total future minimum lease payments b 36,578

Self-Tnsuramee

‘The Schools, as an agency of the District, participate in the Districts” self-insurance activitics. The
District, through a separate appropration, pays all significant losses arising from a lack of insurance.
Mo significant losses occurred during the year ended September 30, 2003, Information regarding the
District’s outstanding lability at September 30, 2003 s presented in the Distnct’s CAFR. Mo
separate information related to the Schools 15 available.

Federally-Assisted Grant Programs

The Schools 15 a recipient of various federal awards used in a variety of educational programs. The
Sehools are subject to audits in accordance with the Single Audit Act Amendments of 1996 and the
prant programs may be subject to additional financal, programmatic and compliance audits by the

respective federal grantor agencies.
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